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ABSTRACT
We estimate a dynamic general equilibrium model of the U.S. economy that includes an explicit household
production sector and stochastic fiscal variables. We use our estimates to investigate two issues. First, we
analyze how well the model accounts for aggregate fluctuations. We find that household production has
a significant impact and reject a nested specification in which changes in the home production technology
do not matter for market variables. Second, we study the effects of some simple fiscal policy experiments
and show that the model generates different predictions for the effects of tax changes than similar models
without home production.
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grhv qrw dhfw g @+ kp>k q>n p>n q>l,/ exw rqo| dhfwv fq1L ie5 @3 /vq gursv rxw ri wkh
htxdwlrq iru kp +ehfdxvh zkhq fs lv d Free0Grxjodv ixqfwlrq ri fp dqg fq/ fq grhv qrw
dhfw wkh pdujlqdo udwh ri vxevwlwxwlrq ehwzhhq fp dqg kp,1 Li e6 @3 /vq gursv rxw ri
wkh htxdwlrqv iru kq/ nq/d q gnp +ehfdxvh zkhq wkh krph surgxfwlrq ixqfwlrq lv Free0
Grxjodv/ wkh ghvluhg fdslwdo0oderu udwlrv gr qrw ghshqg rq vq,1 Li  @4 /vq gursv rxw ri
wkh Hxohu htxdwlrqv iru l +ehfdxvh zkhq wkh xwlolw| ixqfwlrq lv orj0olqhdu/ fq grhv qrw dhfw
wkh pdujlqdo xwlolw| ri fp,/ dw ohdvw dv orqj dv vq grhv qrw pdwwhu iru wkh h{shfwdwlrq ri
wkh ixwxuh ydoxhv ri vp ru wkh vfdo yduldeohv/ dv zh duh dvvxplqj khuh1 Wkhvh duh h{dfwo|
wkh frqglwlrqv ghvfulehg lq wkh wh{w1
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